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41. The FCC recognizes in the Bell Atlantic/NYNEX decision that evaluation
of the competitive effects of mergers requires balancing the benefits and potential
harms to consumers.'” In this case, the evaluation is easy. The transaction creates
an actual competitor in the provision of local exchange services in 30 new metropoli-
tan areas without significantly reducing the number of firms that are potential competi-
tors. The benefits to consumers of an increase in actual competition must weigh

heavily in this balance.

VL.  CONCLUSIONS

42. The successful implementation of SBC/Ameritech’s "national/local”
strategy will result in significant consumer benefits by creating a large and significant
new competitor in the provision of local exchange services in 30 metropolitan areas.

The transaction will create an actual competitor providing nationwide services to

business customers as well as services to small business and residential customers
in 30 metropolitan areas, and in SBC's and Ameritech’'s home territories.

43. My review indicates that neither SBC nor Ameritech would have pursued
the national/local plan in the absence of this or a similar transaction. Even in the
unlikely event that either firm were to pursue the national/local strategy in the
absence of this or a similar transaction, deployment of new facilities and services
would be significantly slower than would be expected with the transaction. The

transaction reduces the number of areas that must be entered to gain a national/local

107. FCC, Memorandum Opinion and Order in Bell Atlantic/NYNEX, §157.
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footprint and increases the number of large businesses with headquarters in
SBC/Ameritech’'s home region that can be "followed."

44.  Moreover, the Ameritech merger and out-of-region plan together
increase the combined firms' ability to provide broad geographic coverage relative to
that which would be expected if two firms were to follow individual entry strategies.
This enables facilities and services to be deployed more effectively and quickly than
otherwise would be possible.

45. While the transaction creates an actual competitor in 30 metropolitan
areas, there will not be a significant reduction in the number of potential competitors
in the provision of CLEC services. There are now a variety of firms using of variety
of strategies attempting to enter into the provision of local exchange services. No
opportunities for these alternative suppliers are foreclosed by the proposed transac-
tion.

46. In sum, implementation of the national/local strategy creates a signifi-
cant competitor in the provision of local services and leaves unchanged many other
new entrants and strategies. Public policy should encourage entry under these

circumstances and the transaction should be approved.
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Testimony of Dennis W. Carlton before the Federal Trade Commission Hearings on Global and
Innovation-based Competition, October 25, 1995.
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Olley and D.S. Sibley), January 10, 1997 (Affidavit Rebuttal with R.E. Olley and D.S. Sibley),
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Toys "R" Us, inc.: In the United States of America Before the Federal Trade Commission,
File No. 9278, March 16, 1997 (Deposition), April 16 and 25, 1997 (Testimony), and June 3,
1997 (Surrebuttal Testimony).
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Corporation et al: In the Superior Court of the State of California in and For the County of
San Diego, File No. 700810, September 30, 1997 (Deposition).

Report of Dennis W. Carlton in Re: Few Ready Mix Concrete Co., v. Transit Mix Concrete &
Materials Co., et al: In the United States District Court for the Eastern District of Texas Lufkin
Division, No. 9:96-CV-86, October 31, 1997 (with W. J. Lynk).

Verified Statement, Depositions, Verified Reply Statement, and Verified Rebuttal Statement of
Dennis W. Carlton in Re: CF Industries, Inc. v. Koch Pipeline Company, L.P.: In the United
States of America Before the Department of Transportation Surface Transportation Board,
No. 41685, November 7, 1997 (Verified Statement), December 18, 1997 (Deposition),
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1998 (Verified Rebuttal Statement).

Expert Witness Report, Deposition and Affidavit of Dennis W. Cariton in Re: Industrial Silicon
Antitrust Litigation: In the United States District Court for the Western District of
Pennsylvania, No. 95-2104, January 9, 1998 (Expert Witness Report), February 10-11, 1998
(Deposition), and April 8, 1998 (Affidavit).

Declaration of Dennis W. Carlton in Re: Applications of WorldCom, Inc. and MCI Communications
Corporation for Transfer of Control of MCI Communications Corporation to WorldCom, Inc.:
Before the Federal Communications Commission, CC Docket No. 97-211, January 25, 1998
(with H. Sider)

Expert Report and Deposition of Dennis W. Cariton in Re: Bepco, Inc., et al v. AlliedSignal Inc. and
AlliedSignal Truck Brake System Co.: In the United States District Court for the Middle
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(Expert Report) and March 3, 1998 (Deposition).

Affidavit of Dennis W. Cariton in Re: Petition of WorldCom, Inc. for Approval to Transfer Control
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Service Commission, No. 97-C-1804, February 16, 1998 (with H. Sider).
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Commission, No. 971375-TP, February 27, 1998 (with H. Sider).

Second Declaration of-Dennis W. Cariton in Re: Applications of WorldCom, Inc. and MCI
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Pursuant to 47 C.F.R. §§ 1.743(c), 1.913(c), 5.54(c), the preceding document is a
copy of the original signed affidavit, which was filed as an attachment to Exhibit 2 to the
Form 490 applying for the Commission’s consent to transfer control of Part 22 licenses
held by Detroit SMSA Limited Partnership from Amentech Corporation to SBC
Communications Inc. That Form 490 was filed concurrently with this application.
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Richard Schmalensee and William Taylor, being duly sworn, depose and say:

Richard Schmalensee is the Gordon Y. Billard Professor of Economics and
Management at the Massachusetts Institute of Technology (MIT), Interim Dean of the MIT
Sloan School of Management, and Director of MIT's Center for Energy and Environmental
Policy Research. He also is a Special Consuitant to National Economic Research Associates,
Inc. and has served as a Director of the Long Island Lighting Company, a Member of the EPA's
Environmental Economics Advisory Committee, and Chairman of the EPA's Clean Air Act
Compliance Analysis Council. He served as a Member of President Bush's Council of
Economic Advisers with primary responsibility for domestic and regulatory policy, including
environmental and telecommunications policy and for U.S. assistance to Central and Eastern

Europe. He served for several years as a consultant to the Bureau of Economics of the Federal

Trade Commission.

Dr. Schmalensee has done extensive research on aspects of industrial organization and
antitrust policy, particularly nonprice competition and conditions of entry. He has also studied
the telecommunications industry, the electric power sector and general issues of regulation and
regulatory reform. He has testified in both federal and state courts, before several
Congressional committees, and before the Federal Trade Commission, and he has served as a

consultant on regulatory and competitive issues to numerous organizations in the United States

and abroad.

He received his S.B. and Ph.D. degrees in economics from MIT and taught for some
years at the University of California, San Diego. At MIT, he teaches graduate courses in
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industrial organization, its applications to management decisions, government regulation and
government/business relations. He has published over 60 articles in professional journals,
including The American Economic Review, The RAND Journal of Economics, The Harvard
Law Review, The Journal of Econometrics, Public Utilities Fortnightly, Econometrica, The
Journal of Law and Economics, The Journal of Industrial Economics, The Economz‘c Journal,
The Antitrust Law Journal, The International Journal of Industrial Organization, The

Quarterly Journal of Economics, and The Journal of Economic Perspectives.

He is the author of The Economics of Advertising and The Control of Natural
Monopolies and co-author of Markets for Power. He is also co-editor of the Handbook of
Industrial Organization and founding editor of the MIT Press Regulation of Economic Activity
monograph series. He has served on the editorial boards of The American Economic Review,
Zeitschrift fur Nationalokonomie, The International Journal of Industrial Organization, The
Journal of Economic Perspectives, Recherches Economiques de Louvain, and The Journal of
Industrial Economics. He has served on the Executive Committee of the American Economic

Association and is a Fellow of the Econometric Society and the American Academy of Arts and

Sciences.

William Taylor is a Senior Vice President of National Economic Research Associates,
Inc. (NERA), head of its telecommunications economics practice and head of its Cambridge
office. He received a B.A. degree in economics, magna cum laude, from Harvard College in
1968, a master’s degree in statistics from the University of California at Berkeley in 1970, and
a Ph.D. in Economics from Berkeley in 1974, specializing in industrial organization and
econometrics. He has taught and published research in the areas of microeconomics, theoretical
and applied econometrics, and telecommunications policy at academic institutions (including
the economics departments of Comell University, the Catholic University of Louvain in
Belgium, and the Massachusetts Institute of Technology) and at research organizations in the
telecommunications industry (including Bell Laboratories and Bell Communications Research,
Inc.). He has participated in telecommunications regulatory proceedings before state public
service commissions, the Federal Communications Commission, the Canadian Radio-

Television and Telecommunications Commission and federal and state legislative bodies on



numerous topics in telecommunications economics including public interest assessments of

mergers of major local, long distance and cable suppliers.

His articles have appeared in numerous telecommunications industry publications as
well as Econometrica, the American Economic Review, the International Economic Review, the
Journal of Econometrics, Econometric Reviews, the Antitrust Law Journal, The Review of
Industrial Organization, and The Encyclopedia of Statistical Sciences. He has served as a
referee for these journals (and others) and the National Science Foundation and has served as an

Associate Editor of the Journal of Econometrics.

We have been asked by SBC Communications, Inc. (“SBC”) and Ameritech
Corporation (“Ameritech”) to assess the likely effect of the proposed merger of SBC and
Ameritech on consumers and competition in the telecommunications markets served by them.
In the attached report, using conventional economic models and tools, we conclude that the
merger can have no adverse effect on current competition in the telecommunications markets
served by SBC and Ameritech and is unlikely to have any adverse effect on competition in
those markets in the future. On the contrary, we conclude that by reducing costs and by
facilitating entry by the combined firm into out-of-region local exchange markets—and

reciprocally inducing entry of other ILECs into the local exchange markets of SBC and

Ameritech—the merger is likely to prov/iﬁ?bs tial benefits to consumers.
b/
| </
/ LA
(//V —Richard Schm%‘e-\

-t
William Taylor

Subscribed and sworn to before me this 21¥ day of July, 1998.

CthfL o414 (Q&Lﬂ(/

Notaxjy Public
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L THE ECONOMIC FRAMEWORK FOR MERGER ANALYSIS

1. The Federal Communications Commission (“FCC” or “Commission™) articulated its
standards for merger review in its decisions in the SBC-Pacific Telesis and Bell Atlantic-
NYNEX cases.! There, the Commission determined that to approve a proposed merger, it must
find the transaction to be in the public interest, where the public interest standard encompasses
the “broad aims” of the Communications Act, including, among other things, supporting a
procompetitive, deregulatory national telecommunications policy framework. The Commission
therefore considers the effect of the merger on competition, using, in part, the Merger
Guidelines framework eniployed routinely by the U.S. Department of Justice and Federal Trade
Commission to assess the welfare effects of proposed mergers and, in part, a framework
specific to telecommunications markets including effects of regulation, high current
concentration, rapid technological change and anticipated changes in market structure

stemming from the implementation of the procompetitive requirements of the

Telecommunications Act of 1996.2

' In re Applications of Pacific Telesis Group and SBC Communications, Inc., Memorandum
Opinion and Order, Report No. LB-96-32, released January 31, 1997. In re Applications of
NYNEX Corp. And Bell Atlantic Corp Consent to Transfer Control of NYNEX and its

Subsidiaries, Memorandum Opinion and Order, (“Bell Atlantic-NYNEX Order”), CC Docket
No. 97-286, released August 14, 1997.

?Bell Atlantic-NYNEX Order, 192-7.



_2.

2. Mitigating possible competitive harms from a merger are merger-specific efficiency
gains that improve market performance, resulting in lower prices, improved service quality and

the offering of new or enhanced services.® Likely sources of such gains include:

¢ economies of scale and scope which may result because of the increased size of the
merged firm, through synergies in operations and management, or from expansion in
output since markets available to the merged firm are larger than those served by the
firms separately;

e more competitive prices, higher quality service and increases in output which may result
from increased competitiveness in certain markets; and

e new products and services which may be developed in greater number and/or at greater
speed because the return on product development may be higher in the merged firm due
to improved incentives or scale economies.

3. The competitive analysis begins by identifying the relevant product and geographic
markets in which the merging parties currently participate. Within those markets, it then
measures the effect of the merger on market structure—the number and size distribution of
firms competing in a market—as an indicator of the likely effect of the merger on competition
in those markets. Economists consider both the level of and the change in market
concentration. If the merger significantly increases concentration in a concentrated market,
then the analyst must examine other factors affecting competition, including the ease of entry of
new firms into the market, the pricing history of firms currently in the market, and the ease with
which consumers can substitute away from the service in question in response to an increase in
price. As described in Section III below, after divestiture of certain overlapping cellular
properties, there will be no meaningful current, actual competition between operating entities of
SBC and Ameritech in any product or geographic market, so these considerations do not apply.

4. A separate competitive analysis is applied to potential, rather than actual, competition,
assessing the degree to which the merger is likely to eliminate an “actual potential” competitor

whose likely entry in the future (whether perceived or not by current competitors) would reduce

3 Ibid., 158



